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SUBJECT: Equity Requirements for Telephone Borrowers (Sectional Construction) 


In processing Financial Requirement Statements and Expenditure Reports for telephone 
borrowers, it is very important that all procedures concerned with the handling of 
equity funds be fully understood, It is recommended that all persohnel concerned 
with advance of funds to telephone borrowers be familiar with the following: 


(1) Section III-10, Page 28, "Advance of Loan Funds" of the Loan 
Procedure for Telephone Loan Applications, 

(2) Telephone loan procedure for control of loan and equity funds 
(May 24, 1951). (Supplements Section III-10 "Advance of Loan 
Funds", ) 

(3) The budgetary control system for the telephone loan program with 
instructions for the use of the Financial Requirement Statement 
and Expenditure Report dated February 1951. 

(4) Sample case in handling of equity funds distributed prepared by 
Accounting Specialist, Telephones. 


Part 5, Handling of Equity Funds furnished by the Borrower for Telephone Construction 
Purposes, of the budgetary control system booklet will be revised to include certain 
additional instructions in the handling of equity funds, These changes are necessary 
due to the establishment of a method of sectional coustruction, Under certain con~ 
ditions when full equity funds have not been secured, the borrower may be permitted 

_ to construct the proposed project by sections, Proposed additions to Part 5 are 
outlined below and should be followed pending revision of the Budgetary Control 
System Manual: 


A. The Deposit of Equity Funds 


In the case of approved sectional construction equity funds collected for sections 
unapproved shall be deposited in a separate REA Construction Fund Trustee Account, 
In this situation the borrower will have two construction fund accounts with the 
first account established for depositing loan funds advanced by REA and for de- 
positing the initial approved amount of equity funds along with future equity fund 
collections While the second account is established for depositing equity funds 
collected from subscribers in areas where sectional construction is proposed but 
unapproved for construction, Equity fund collections of approved sections should be 
reflected currently by the borrower in column 5 of the Expenditure Report, #he 
equity fund collections for unapproved sections should not be reflected on the 
Expenditure Report, 
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D. Procedure for Budgetary Control of Funds 
1. Master Budget (Form AL-T-4) 


In the case of approved sectional construction in addition to the overall 
master budget the Applications and Loans Division will furnish the Accounting 
and Auditing Division a sectional master budget at the time sections are 
approved for construction, The sectional master budget will reflect the 
amount of equity funds required per section in addition to the breakdown by 
amounts to budget purposes. Only the approved sections should be set up 
under specific items while unapproved construction would be established in 

a lump sum total in the budget reflected in Item 6, Column 2, of the Financial 
Requirement Statement. When new sections are approved the budgeted amounts 
would be transferred from item 6 and combined with previously approved 
sections, 


2. Financial Requirement Statement (Form FI-T-1A) 


In the case of approved sectional construction the approved budget in Column 

2 of the Financial Requirement Statement should provide for a segregation of 
equity requirements between sections approved and unapproved construction 
using the budget titles, "Equity Funds" and "Equity Unapplied." The sectional 
master budgets provide the required amount of equity by sections so that this 
segregation can be made. When advances are requested by the borrower on 
approved sections, equity funds for those sections should be applied against 
the budget purposes until these funds are exhausted, Frequently, only the 
approved initial amount of required equity will have been collected and de= 
posited prior to beginning construction and the balance of equity funds to 
meet the required amount will be collected and deposited while the construction 
work is in progress, When Financial Requirement Statements are processed, 

the balance of equity funds reflected in Column 7 of the Expenditure Report 
should be noted since that balance represents the current remaining equity 
balance on deposit, The advances requested on the current requisition should 
be offset by the cash equity balance shown on the Expenditure Report in 

Column 7, but not exceeding the total advances requested, 


3. Expenditure Report (Form FI-T-1B) 


In the case of approved sectional construction only the budget title, "Equity 
Funds" will appear on the Expenditure Report, The Equity Unapplied budget item 
to be reflected under item 6 of the Financial Requirement Statement refers to 
sections not approved and no cash balance for deposits should be shown on the 
Expenditure Report since the borrower should establish a separate cash account 
for equity collections on unapproved secticns, This cash account should not be 
reflected on the Expenditure Report until such time as the section concerned is 
approved at which time the equity collections shall be included under the budget 
title "Equity Funds" when the budget for the approved section is established. 
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